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AICPA Leadership
The Chairman of the AICPA Board of Directors is elected from the
membership and serves a one-year term. Stuart Kessler, CPA, of New York,
NY is Chairman of the AICPA.
Barry C. Melancon, CPA, is the President of the AICPA.
The AICPA Council is the association’s policy-making governing body. Its
262 members represent every state and U.S. territory. The Council meets
twice a year.
The Board of Directors acts as the executive committee of Council, directing
Institute activities between Council meetings. The 23-member Board of
Directors includes three public members. The Board meets seven times a year.
The work of the AICPA is done primarily by its volunteer members serving
on approximately 130 boards, committees, and subcommittees. The AICPA
has a permanent staff of approximately 700 and a budget of $123 million-
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Frequent references are made throughout the Digest to variously numbered
Congresses. Each Congress lasts for two years and has two sessions—one for
each year. The following list of Congresses shows the corresponding years:
101st Congress

— 1989-1990

102nd Congress — 1991-1992
103rd Congress — 1993-1994
104th Congress — 1995-1996
105th Congress — 1997-1998
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Highlights of Recent Action
IRS Restructuring

The House passed a bill to restructure the Internal Revenue Service on
November 5, 1997, that includes provisions advocated by the AICPA. Among
them are an IRS oversight board and expanded taxpayer confidentiality
protection. The genesis of the bill was the report issued in June 1997 by the
National Commission on Restructuring the IRS. IRS reform is at the top of
the Senate’s agenda for 1998.

Taxpayer
Confidentiality

In November 1997, the House passed a provision as part of the IRS
restructuring bill that would give taxpayers needed confidentiality protection
in noncriminal proceedings before the IRS for tax advice from any federally
authorized tax advisor to the same extent such advice currently would be
protected in an attorney-client relationship. The AICPA strongly supports the
taxpayer confidentiality provision and has asked Key Persons for Senate
Finance Committee members to let these senators know how important such
taxpayer confidentiality is to taxpayers.

Tax Simplification

A number of provisions in the House-passed bill to restructure the IRS would
lead to a simplified tax system, and many of the proposed changes mirror
recommendations made to the Commission by the AICPA. Of particular note
is the bill’s provision for a complexity analysis that is modeled on the AICPA’s
Complexity Index and that would be required of pending tax legislation.

Independent
Contractor
Clarification

Language to clarify the definition of “independent contractor” for federal tax
purposes was not included in the Taxpayer Relief Act of 1997 that was signed
into law by President Clinton. An older independent contractor proposal
introduced in a previous Congress that the AICPA did not support was
included in the House version of the Taxpayer Relief Act of 1997, but was
dropped out of the final bill.

Alternative Tax

Revamping the country’s tax system resurfaced as a hot topic on the agendas of
top political leaders in both parties in November 1997 and has been targeted by
the National Federation of Independent Business as one of its primary
grassroots initiatives. The AICPA has long been on record in favor of a
simpler tax system; in 1996, the Institute published a comprehensive analysis of
the main proposed alternatives to the current federal income tax system.

Systems

Securities Litigation
Uniform Standards Act

The House and Senate held hearings in 1997 on similar bills that would end the
filing of securities class actions in state courts under state law by requiring these
lawsuits to be litigated in federal court under a uniform federal law. The
AICPA testified before the Senate Banking Committee in support of the need
for legislation to stop circum vention of the 1995 Private Securities Litigation

Reform Act. The Institute believes the outlook is promising for passage of a
bill in 1998.
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Independence
Standards Board

In May of 1997 the Securities and Exchange Commission and the American
Institute of Certified Public Accountants created the Independence Standards
Board (ISB). The Board is charged with establishing independence standards
for the auditors of public companies. Board members currently are researching
and educating themselves about auditor independence. The centerpiece of their
discussion has been a White Paper entitled Serving the Public Interest: A New
Conceptual Framework for Auditor Independence.

Accounting
Standards-Setting

While the Securities and Exchange Commission has the statutory authority to
establish financial accounting and reporting standards for public companies, it
has relied on the private sector to perform this function. However,
periodically, as the political pressures surrounding an accounting standardssetting project build, Congress inserts itself in the standards-setting process. A
current example is FASB’s derivative and hedging project. The accounting
profession believes accounting standards should be set by the private sector and
is unalterably opposed to having them set by the government. With regard to
Congress’s activities concerning FASB’s derivative and hedging project, the
AICPA Board of Directors approved a resolution in September 1997
supporting FASB as the primary accounting standard setter. The Institute also
wrote members of Congress to let them know of the AICPA’s support for
FASB.

Process

Federal Credit Union
A udit Requirements

Rep. Bill McCollum (R-FL), at the AICPA’s request, introduced H.R. 2552 to
correct the problems created by the National Credit Union Administration’s
final rule that allows non-licensed persons to audit a federal credit union’s
financial information and internal controls. The AICPA strongly supports
H.R. 2552 and has asked CPAs who serve as Key Person Contacts for members
of the House Banking Committee to urge their representatives to cosponsor
the bill.

Year 2 0 0 0 Problem

Ensuring that investors have adequate information about a public company’s
preparedness to overcome the Year 2000 Problem is an issue of concern to the
accounting profession, the Securities and Exchange Commission, and
Congress. On December 9, 1997, the AICPA urged—in a letter to SEC
Chairman Levitt and SEC Commissioner Hunt—the SEC to strengthen
guidance so that public companies’ 1997 report filings with the Commission
provide more information about the potential impact of the Year 2000
Problem on a company’s operations. On January 12, 1998, SEC staff
responded to the AICPA’s request by issuing revised Staff Legal Bulletin No. 5.
In Congress, S. 1518 was introduced in November 1997 by Senator Robert
Bennett (R-UT) and would require publicly traded corporations to make
specific disclosures in their initial offering statements and quarterly reports
regarding the ability of their computer systems to operate after December 31,
1999. In other action, in October 1997, the AICPA issued The Year 2000
Issue—Current Accounting and Auditing Guidance, which is designed to help
SEC registrants deal with the Year 2000 disclosure issue and account for Year
2000 costs.
1 0 5 th
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IRS Restructuring
Issue:

Should Congress pass legislation to restructure the Internal Revenue Service
(IRS)?

Why It's

For CPAs who engage in tax practice, there is an obvious and direct link
between their work and the IRS. However, the accounting profession’s
interest in the tax collection system and its administration is broader and
founded on the fact that America’s tax system is based on voluntary
compliance. The growing public sentiment that the U.S. tax system is unfair
and poorly managed threatens not only the IRS’s ability to carry out its
mission to collect tax dollars in an evenhanded manner, but also the entire tax
system.

Im portant to CPAs:

Background:

In 1996 the Congressionally created National Commission on Restructuring
the IRS began its intensive examination of IRS and the reforms needed to
improve our nation’s tax administration and collection system. Congress
charged the Commission with reviewing the IRS’s organizational structure and
infrastructure, its paper processing and return processing activities, and its
collection process, as well as whether the IRS could be “replaced with a quasigovernmental agency....” The Commission issued its report of recommended
changes in June 1997.

Recent Action:

IRS restructuring bills that incorporated many of the Restructuring
Commission’s recommendations were introduced in the House and Senate on
July 30, 1997, by the co-chairmen of the IRS Restructuring Commission, Rep.
Rob Portman (R-OH) and Senator Robert Kerrey (D-NE). The legislation
contains a comprehensive set of provisions dealing with such issues as IRS
governance and oversight, personnel policies, taxpayer rights, electronic filing,
and tax law complexity.
The House overwhelmingly passed its restructuring bill (H.R. 2676) on
November 5, 1997; the Senate will tackle IRS reform early in 1998.
Some of the specific provisions approved by the House in H.R. 2676 include:
• IRS Oversight Board—The 11-member board would be comprised of the
Secretary of the Treasury, the IRS Commissioner, a representative of the IRS
employees’ union, and eight private-sector members appointed by the
President for five-year terms. The AICPA supported establishment of an
Oversight Board and will support CPAs with appropriate experience for
positions on the Board.
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The Board would have responsibility for reviewing and approving IRS
strategic plans and the evaluation and compensation of senior managers, as
well as reviewing the operational functions of the IRS and the Commissioner’s
selection. The Board would have no responsibility or authority with respect to
the development of federal tax policy, law enforcement activities of the IRS
(including compliance activities such as criminal investigations, examinations,
and collection activities), or IRS procurement activities. Further, members of
the Board, other than the Secretary and the Commissioner, would have no
authority to receive confidential taxpayer-return information.
• Fixed Term for Commissioner—The IRS Commissioner would serve a fixed
five-year term and would continue to be appointed by the President. The
Institute supports a fixed term for the Commissioner.
• Taxpayer Confidentiality—See page 5.
• Burden of Proof—The burden of proof would be shifted from the taxpayer to
the IRS in any court proceeding with respect to a factual issue if the taxpayer
asserts a reasonable dispute relevant to determining the taxpayer’s income tax
liability. Because this issue was first raised when a draft version of H.R. 2676
was released on October 21, 1997, the AlCPA is still developing a position.
• Tax Law Complexity—Provisions consistent with recommendations made by
the AlCPA would reduce the complexity of the tax law. Among them is the
requirement that a complexity analysis be conducted for legislation that would
amend the tax laws, as well as a provision encouraging IRS input during the
legislative process as to the administrability of pending tax legislation.
AlCPA Position:

The AlCPA supports H.R. 2676 overall, as it did the Restructuring
Commission’s report. The Institute played an important role in the
Commission’s examination, testifying three times before the Commission to
make recommendations about tax law complexity, taxpayer rights, and how to
improve the structure of the IRS. The AlCPA followed that effort up by
testifying twice during the House Ways and Means Committee’s consideration
of the legislation, focusing on the governance provisions and the taxpayer
rights provisions in H.R. 2676. The AlCPA supported both sets of provisions.
As the Senate debates its bill, the AlCPA will continue to press for the
inclusion of provisions it believes are particularly important to be included in a
final IRS restructuring bill.

Jurisdiction:

House Ways and Means. Senate Finance.

AlCPA Staff Contacts:

Gerald W. Padwe - Vice President, Taxation 202/434-9226
Jean E. Trompeter - Technical Manager, Taxation 202/434-9279
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Taxpayer Confidentiality
Issue:

Should Congress extend taxpayers’ privacy by passing legislation that would
make confidential the tax advice taxpayers receive from anyone who is
authorized to practice before the IRS?

W hy It's

Of the three classes of professionals authorized to practice before the
IRS—Certified Public Accountants, attorneys and enrolled agents—only
attorneys’ tax advice to taxpayers is considered confidential under current law.
The accounting profession believes that taxpayers should be able to choose
from the entire range of professionals authorized to practice before the IRS
without giving up confidentiality protection.

Im portant to CPAs:

Background:

The AICPA has tried to resolve this issue administratively with the IRS for
some years. Since that approach was ineffective, the profession decided last
year to wage the campaign in Congress. Joining the profession in its battle to
broaden taxpayer confidentiality protection was the National Federation of
Independent Business (NFIB) and the National Taxpayers Union (NTU).
As a result of this new effort, H.R. 2563, the Taxpayer Confidentiality Act of
1997, was introduced in September 1997 by Reps. Jennifer Dunn (R-WA) and
John Tanner (D-TN). As originally proposed, their bill would protect the
thoughts, theories and opinions of tax advisors and taxpayers from being
disclosed to the IRS.

Recent Action:

H.R. 2563’s introduction spurred the House Ways and Means Committee to
include a modified version of the Dunn/Tanner bill expanding taxpayer
confidentiality in the bill it passed to restructure the IRS, H.R. 2676. In
November 1997, the full House passed H.R. 2676 by an overwhelming
majority, with the taxpayer confidentiality language intact.
The taxpayer confidentiality language (Section 341) of H.R. 2676 affords
taxpayers needed confidentiality protection in noncriminal proceedings before
the IRS for tax advice from any federally authorized tax advisor to the same
extent such advice currently would be protected in an attorney-client
relationship.

AICPA Position:

The AICPA strongly supports the taxpayer confidentiality provision in
H.R. 2676. The Institute believes there should be equal confidentiality
protection for tax advice from attorneys, accountants and other federally
authorized tax advisors. Currently, the AICPA and other supporters of
Section 341 are crafting technical changes to the House language that could be
incorporated by the Senate in its IRS restructuring bill to make the taxpayer
confidentiality language more precise.
AICPA Key Person Contacts for senators who serve on the Senate Finance
Committee also have been asked to let their senators know how important this
taxpayer confidentiality provision is to taxpayers, particularly in the face of
what we expect to be a serious challenge by the bar.
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Jurisdiction:

House Ways and Means. Senate Finance.

AICPA Staff Contacts:

Gerald W. Padwe - Vice President, Taxation 202/434-9226
J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205
Edward S. Karl - Director, Taxation 202/434-9228
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Tax Simplification
Issue:

Can federal tax laws and regulations be simplified?

Why It's

The tax law has become so complex it is in danger of eroding our system of
voluntary tax compliance. Taxpayers and tax practitioners are increasingly
frustrated with the burden of trying to understand and comply with the law.
In addition, the IRS finds it increasingly difficult to administer the law.

Im portant to CPAs:

Background:

U.S. tax law is so complex because lawmakers have used it as a means of
implementing social policies and striving to make the tax system fair.
Complexity is also added by numerous anti-abuse provisions in the Internal
Revenue Code and regulations. Congress also has a record of attempting to
simplify the tax system. During the 102nd Congress, President Bush twice
vetoed (for other reasons) legislation that contained many tax simplification
provisions. In the 103rd Congress, a tax simplification package passed the U.S.
House of Representatives, but was not considered by the Senate. Congress has
scored some incremental victories, however. During the 103rd Congress, a
budget bill signed into law by President Clinton included new rules concerning
the amortization of intangible assets that simplified this area of the law. Also
signed into law in 1996 were provisions to simplify certain S corporation
requirements and to simplify pension reporting requirements for small
business. And, it is taxpayers’ continuing frustration with tax complexity that
keeps alive the debate in Congress about whether there should be fundamental
restructuring of the nation’s tax system. (See pages 3 and 11.)

Recent Action:

Congress has not acted on a specific tax simplification measure this Congress,
but there is a heightened interest about tax simplification (this despite the fact
that the 1997 Taxpayer Relief Act added incredible complexity to the Internal
Revenue Code). The House-passed IRS restructuring bill includes a number of
provisions that, if implemented, would result in broad simplification, although
not in simplification of specific Internal Revenue Code sections. The bill also
would require a complexity analysis of pending legislation; the complexity
analysis is similar to the AICPA’s Complexity Index described below, which the
AICPA submitted to the National Commission on Restructuring the IRS.

AICPA Position:

Historically, the AICPA has been the most outspoken champion of tax
simplification. Knowing that simplification was a major focus of the work of
the National Commission on Restructuring the Internal Revenue Service and
perceiving a receptive mood in Congress for simplification, the AICPA seized
the opportunity to advance its campaign for tax simplification. As a result,
many of the simplification recommendations that the IRS Restructuring
Commission included in its June 1997 report were based on a package of
AICPA recommendations.
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The Institute’s tax simplification recommendations about how the Internal
Revenue Code could be simplified span issues affecting individuals, small
businesses, employee benefits, trusts, estates and gifts, corporations and
shareholders, financial services and products, and international taxation.
The AICPA used its tax Complexity Index in developing the tax simplification
package. The Institute updated and reissued the Index in 1997. The Index is
designed to enable lawmakers and others to measure the degree of
complexity—and, therefore, the potential for taxpayer confusion—contained in
any tax proposal under consideration.
The AICPA believes that it is essential to simplify the tax code in order to
preserve our voluntary compliance tax system. As a consequence, the AICPA
has supported all the Congressional tax simplification efforts mentioned above
and has offered Congress specific recommendations. During 1989 and 1990,
the AICPA identified areas in existing tax law in need of simplification and
worked with Congress and the Treasury to implement simplification
proposals. In 1993, the AICPA submitted a proposal to Congress and the
Treasury Department to significantly reform the alternative minimum tax.
When the AICPA weighed in to the debate in 1995 on the tax provisions in the
Contract with America, it emphasized the need for simplicity. Last Congress,
the AICPA’s testimony before Congress on President Clinton’s tax proposals
focused on the complexity of a number of the provisions and offered simplified
alternatives.
Jurisdiction:

House Ways and Means. Senate Finance.

AICPA Staff Contacts:

Gerald W. Padwe - Vice President, Taxation 202/434-9226
Carol B. Ferguson - Technical Manager, Taxation 202/434-9243
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Independent Contractor Clarification
Issue:

Should Congress clarify the standards used to determine whether individuals
are employees or independent contractors?

Why ft's
Im portant to CPAs:

The rules concerning who is or is not an independent contractor for federal tax
purposes are confusing and make it difficult for businesses to comply. CPAs,
as business and tax advisors and as employers themselves, regularly confront
the question of whether a worker should be classified as an employee or as an
independent contractor.

Background:

The Department of the Treasury has testified that the 20-factor test historically
used by the IRS to classify workers is confusing and “...does not yield clear,
consistent, or even satisfactory answers, and reasonable persons may differ as to
the correct classification.”
The depth of concern regarding this problem is illustrated by the fact that the
2,000 delegates to the 1995 White House Conference on Small Business chose
as their top priority the need to clarify how workers are classified for federal
tax purposes. The economic ramifications of reclassification of a worker from
an independent contractor to an employee are significant. Employers are liable
for the payroll taxes the IRS stipulates should have been paid in prior years and
the worker frequently faces disallowance of a portion of his or her business
expenses. Both parties are also liable for interest and penalties.
A bill simplifying the classification of workers (S. 460), which includes several
elements recommended by the AICPA, was introduced on March 18, 1997, by
Senator Christopher Bond (R-MO). The bill establishes a safe harbor for
employers classifying workers as independent contractors when certain criteria
are met, including Form 1099 reporting to the IRS, a written agreement
between the parties, and the worker demonstrating economic and workplace
independence by meeting a set of stipulated criteria.
Under S. 460, if there is a reclassification from contractor to employee, it will
apply prospectively only, as long as the service recipient and independent
contractor have a written agreement, the reporting requirements were met and
there was a reasonable basis for believing that the worker is an independent
contractor.

Recent Action:

An older independent contractor proposal introduced in a previous Congress
that the AICPA did not support was included in the House version of the
Taxpayer Relief Act of 1997. That proposal was dropped in conference and
was not included in the Taxpayer Relief Act of 1997 signed into law by
President Clinton.
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AICPA Position:

The AICPA supports simplifying the worker classification rules and is pleased
that some of the components of the AICPA’s legislative proposal, which was
developed in 1996, are included in S. 460. On June 5, 1997, the AICPA
testified that it believes the independent contractor clarification provisions in
S. 460 are an improvement over an earlier version of the bill and also noted
how the bill could be further improved.

Jurisdiction:

House Ways and Means. Senate Finance.

AICPA Staff Contacts:

Gerald W. Padwe - Vice President, Taxation 202/434-9226
Edward S. Karl - Director, Taxation 202/434-9228
Lisa A. Winton - Technical Manager, Taxation 202/434-9234
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Alternative Tax Systems
Issue:

Should Congress replace the current income tax system with an alternative tax
system such as a flat tax or a consumption tax?

Why It's
Im portant to CPAs:

If an alternative tax system were adopted, it would have significant impact on
the economy. Most, if not all, market segments, businesses, and industries
would be affected, including CPA tax practice.

Background:

The complexity of the current law has raised questions about the law’s basic
fairness and caused some lawmakers to rethink the entire tax structure. During
the last Congress, both flat tax and consumption tax proposals were
introduced. How each type of tax works is described below.
Flat Tax:
A flat tax system imposes a single rate of tax on the tax base. It treats all
taxpayers the same, whether similarly situated or not. While appealing from a
simplicity viewpoint, it is generally recognized that a flat tax underestimates
the many different elements that go into a tax system. Such a system is viewed
by many as disruptive to the economy and unfair to many taxpayers.
However, the more deductions and exclusions that are added, the greater the
complexity.
A 1995 staff report by the Joint Committee on Taxation (JCT) cautioned that
replacing the current federal income tax with a flat-rate tax may not result in
either a simple tax code or an equitable economic impact. The JCT report
highlights longstanding difficulties associated with a flat tax. For example,
business tax filing would remain complex because decisions still would be
required about which assets are depreciable, and under what method, which
assets qualify for expensing, the basis of assets, the extent to which interest on
debt is deductible, and which employee benefits are qualifying tax-exempt
benefits and which are taxable compensation. As for individuals, the report
concluded that—because only 21.1 million taxpayers out of 107 million
individual returns claimed one or more of the deductions for mortgage interest,
state and local taxes, and charitable contributions—eliminating itemized
deductions under a flat tax will not benefit the majority of Americans.
Consumption Tax:
Basically defined, a consumption tax is imposed on the consumption of goods
and services, rather than on income or savings. The four basic forms of
consumption taxes are:
• retail sales tax, which imposes a tax on the consumer for sales of broad
categories of commodities or services at the point of sale;
• credit-invoice value added tax (VAT), which is imposed on the value added
to a particular commodity by businesses engaged in the various stages of the
manufacturing process;
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• sales-subtraction VAT, in which the tax base is calculated by the business by
reporting all taxable sales and deducting all taxable purchases and is imposed
on value added in each accounting period, rather than by transaction; and
• individual consumption tax, which is a consumption-based income tax
system under which taxes are collected from individuals rather than
businesses. Savings and investment are exempt from taxation under an
individual consumption tax.
A consumption tax could be imposed on top of existing taxes or as a substitute
for part or all of other taxes (payroll, corporate, or individual).
Recent Action:

The Senate Finance Committee’s fall 1997 hearings into abusive IRS practices
generated new interest about revamping the country’s tax system. The AICPA
has long been on record in favor of a simpler tax system and now the National
Federation of Independent Business (NFIB) has launched a drive to generate
grassroots support for a simpler tax system. NFIB’s goal is to establish a
bipartisan commission in 1998 that will recommend a replacement system.
In November 1997, White House officials said President Clinton might outline
tax system reforms in his January 1998 State of the Union Address. At the
same time, Speaker of the House Newt Gingrich (R-GA) called for a “national
dialogue” on tax reform. However, at a mid-December news conference,
President Clinton said an acceptable tax restructuring proposal would have to
be fiscally responsible, fair to the middle class and good for the economy. So
far, Administration officials have not been able to develop a plan to meet those
criteria.

AICPA Position:

The CPA profession does not support the status quo for the nation’s current
tax system; it clearly is too complex.
In 1996, the AICPA released its study of flat taxes and consumption taxes. The
study emphasizes the significant results (many unintended) that could occur if
reform is not undertaken in a deliberate and thoughtful manner. Neither an
AICPA endorsement of any particular proposal, nor a policy statement by the
CPA profession favoring one alternative over another, the study was published
by John Wiley & Sons. Entitled Changing America's Tax System: A Guide to the
Debate, it is designed to help financial professionals begin to understand how an
overhaul of the U.S. income tax system could affect their economic lives, their
businesses, and their personal finances. A consumer version, America's Tax
Revolution: How It Will Affect You, was also published by Wiley to provide all
Americans with a personal perspective on the debate.

Jurisdiction:

House Ways and Means. Senate Finance.

AICPA Staff Contacts:

Gerald W. Padwe - Vice President, Taxation 202/434-9226
Carol B. Ferguson - Technical Manager, Taxation 202/434-9243
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Securities Litigation Uniform
Standards Act
Issue:

Should Congress adopt legislation that could require private securities class
actions involving nationally traded securities to be brought in federal court?

Why It's
Im portant to CPAs:

If private securities class action lawsuits continue to be filed in state courts,
CPAs are likely to see their liability exposure increase as they are brought into
the suits as peripheral defendants.

Background:

Congress overwhelmingly adopted the Private Securities Litigation Reform Act
of 1995 to protect investors and end abusive securities class actions. However,
securities lawyers are now making an end run around the law. They are
bringing these actions in state, rather than federal, courts.
Securities class actions were brought almost exclusively in federal court under
federal law before the 1995 Reform Act. Since then, the number of state court
claims has increased dramatically. In 1996, for example, more than 25% of all
cases filed were brought in state courts.
By going to state court, securities lawyers circumvent the policies Congress
established in the Reform Act. One of the Act’s most important provisions
was a “safe harbor” for forward-looking statements to encourage companies to
make voluntary disclosures to enable investors to make better investment
decisions. As 181 high-tech CEOs wrote in a letter to Congressional leaders,
however, the threat of state law securities class actions is chilling disclosure.
Most importantly, investor protections are evaded. The federal reforms restrict
the use of “professional plaintiffs,” eliminate bounty payments, set reasonable
limits on attorneys’ fees, and assure class members adequate notice of
settlement terms, among other protections. None of these reforms apply to
state law cases.

Recent Action:

House and Senate hearings have been held on similar bills introduced in the
House and Senate (H.R. 1689 and S. 1260) that would allow securities class
actions filed in state court under state law to be removed to a federal court
under a uniform federal law. This would ensure that remedies available to
purchasers and sellers of nationally-traded securities would be uniform and not
vary depending upon the state in which the parties reside.
Support and opposition in the public debate on the legislation has broken
along the same lines as it did for the 1995 Securities Litigation Reform Act.
High-tech companies and other business interests support H.R. 1689 and
S. 1260. Consumer groups and state regulators oppose the legislation.
H.R. 1689 was introduced by Representatives Rick White (R-WA) and Anna
Eshoo (D-CA) on May 21, 1997, and has 135 cosponsors. S. 1260 was
introduced on October 7, 1997, by Senators Phil Gramm (R-TX), Pete
Domenici (R-NM), and Christopher Dodd (D-CT) and has 18 cosponsors.
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AICPA Position:

The AICPA believes that after nearly two years of experience under the law, it
is clear that plaintiffs’ lawyers have simply turned to state courts to evade the
important litigation reforms made by Congress in the federal law.
The AICPA testified on behalf of the accounting profession in July 1997 at a
Senate Banking Securities Subcommittee hearing that focused on the
unprecedented rise in securities class actions in state courts and the need to stop
circumvention of the Private Securities Litigation Reform Act. The Institute
also is working as part of a coalition consisting of high-technology companies,
the National Venture Capital Association, the American Electronics
Association, the Securities Industries Association and others to pass legislation
to end the evasion of federal standards adopted in 1995 by filing in state court
under state law. The Institute believes the outlook is promising for passage of a
bill in 1998.

Jurisdiction:

House Commerce. Senate Judiciary.

AICPA Staff Contacts:

J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205
Brian D. Cooney - Director, Congressional and Political Affairs 202/434-9218
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Independence Standards Board
Why Created:

The Independence Standards Board was created jointly by the Securities and
Exchange Commission (SEC) and the American Institute of Certified Public
Accountants (AICPA) in May 1997 in response to the increasing challenges of
addressing auditor independence issues as business and professional relations
become more complex. Creation of the ISB preserves the private sector’s
standard-setting role, as well as provides for establishment of a set of principles
by which independence standards for audits of public companies will be set.
To date, SEC staff have set these standards on a case-by-case basis.

Purpose:

The ISB is charged with establishing independence standards for the auditors of
SEC registrants.

Action:

The ISB held an organizational meeting in June 1997 and has begun operation.
Board members currently are researching and educating themselves about
auditor independence. The centerpiece of their discussion has been a White
Paper entitled Serving the Public Interest: A New Conceptual Framework for
Auditor Independence. It was prepared for the AICPA at the ISB chairman’s
request for “educational materials bearing on the conceptual framework for
protecting and enhancing auditor independence.”
In related action, in late October 1997, the ISB announced the formation of a
nine-member Independence Issues Committee (IIC) to work with the Board to
address emerging issues that impact auditor independence in a rapidly changing
business environment.
The IIC’s mission is to assist the ISB in establishing independence standards by:
• identifying and discussing emerging independence standards and broader
interpretive issues;
• determining whether there is a consensus among IIC members on the
resolution of such issues within the framework of existing authoritative
literature;
• communicating any such consensuses to the ISB and to the public; and
• performing such other duties, including research, as the ISB may assign to
it.

AICPA Position:

As a co-founder of the ISB, the AICPA strongly supports the ISB.
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Structure:

The ISB has eight members; four members represent the public and four
members represent the accounting profession.
The four public members include its chairman, William T. Allen, who is
Director of New York University’s Center of Law & Business and the former
Chancellor of the Delaware Court of Chancery. The other three public
members are John C. Bogel, Chairman of the Board, the Vanguard Group,
Inc.; Robert E. Denham, Chairman and CEO, Salomon, Inc., and Manuel H.
Johnson, Co-Chairman and Senior Partner, Johnson Smick International and
former Vice Chairman of the Board of Governors of the Federal Reserve
System.
The four ISB members representing the accounting profession are Stephen G.
Butler, Chairman and CEO, KPMG Peat Marwick LLP; Philip A. Laskawy,
Chairman and CEO, Ernst & Young LLP; James J. Schiro, Chairman and
Senior Partner, Price Waterhouse LLP, and Barry C. Melancon, President and
CEO, AICPA.
The ISB named Arthur Siegel as its Executive Director on October 15, 1997.
Mr. Siegel was a Partner with Price Waterhouse LLP prior to becoming the
ISB’s Executive Director.

AICPA Staff Contacts:

J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205

1 0 5 th

C ongress

W in te r /S p r in g

1998

16

Accounting Standards-Setting Process
Issue:

Should accounting standards be set by the government or by the private sector?

Why It's
Im portant to CPAs:

The accounting profession believes accounting standards—which are the
bedrock of the nation’s economy because of the reliable and uniform financial
information they provide—can best be set by a professional, independent
private body rather than by the government.

Background:

In 1934 when Congress passed the Securities Exchange Act of 1934, it gave to
the Securities and Exchange Commission (SEC) the statutory authority to
establish financial accounting and reporting standards for public companies.
Historically, however, the SEC has relied on the private sector to fulfill this
responsibility. The Financial Accounting Standards Board (FASB) has been the
organization charged with carrying out this function since it was formed in
1973. (Prior to FASB’s formation, two AICPA-related entities set accounting
standards—the Committee on Accounting Procedure from 1936-1959 and the
Accounting Principles Board from 1959-1973.)

Recent Action:

Periodically, as the political pressures surrounding an accounting standardssetting project build, Congress inserts itself into the standards-setting process.
The on-going controversy regarding FASB’s derivative and hedging project is
an example of how Congress can become involved. (The 1996 proposal—
Accountingfor Derivative and Similar Financial Instruments and for Hedging
Activities—would require all derivatives to be reported as assets and liabilities
and measured at fair value.)
Congress’s interest in this FASB project is fueled by the business community’s
(primarily the banking industry’s) heated opposition to it and the resulting
public debate. Pulled into the debate were Federal Reserve Board Chairman
Alan Greenspan, who sided with the business community and called for FASB
to reexpose the proposal, and SEC Chairman Arthur Levitt, who supported
FASB. AICPA President Barry Melancon also issued a statement in support of
FASB. House and Senate hearings during the fall of 1997 examined the process
FASB used to develop its proposal and explored whether Congress should
require a delay of the proposal’s January 1, 1999, effective date. (Between the
time FASB published a Research Report on hedging in September 1991 and
when it issued the Exposure Draft of the proposal in June 1996, 100 public
meetings were held by FASB to discuss the issues involved. Following release
of the exposure draft, four days of public hearings were held in November
1996 by FASB; an additional 23 public meetings were held between January
and July of 1997.)
On December 17, 1997, FASB said it was extending the effective date of its
proposal on derivatives and hedging to fiscal years beginning after June 15,
1999, thereby making the standard effective January 1, 2000, for calendar-year
companies. FASB also moved its target for issuing the final standard from
December 1997 to late March 1998.
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FASB continues to consider controversial issues in this project, and FASB
Chairman Edmund L. Jenkins said in a statement, when the delay in the
effective date was announced, that “...only after careful consideration of all
concerns expressed will the FASB issue a final standard.” Some of those
“concerns” have resulted in legislation being introduced on Capitol Hill.
S. 1560, introduced by Senator Lauch Faircloth (R-NC), would prohibit the
application of FASB’s derivative and hedging proposal to depository
institutions, unless federal bank regulators certify that the accounting standards
will accurately reflect the earnings of banks. And, Rep. Richard Baker (R-LA),
the chairman of the House Banking Subcommittee on Capital Markets, is still
expected to introduce legislation which, at a minimum, would delay
implementation of the standard. If such a bill were to become law, it would be
a serious intrusion into private-sector standard setting.
Another recent illustration of how Congress can become involved in standard
setting concerns stock options. In the summer of 1997, Senators Carl Levin
(D-MI) and John McCain (R-AZ) planned to offer an amendment to the budget
bill that would have limited the tax deduction for employee compensation paid
in the form of stock options. In a letter to the senators, the AICPA
characterized the proposed amendment as “highly inappropriate” because it
would “effectively...inject Congress into the accounting standards-setting
process.” Furthermore, the AICPA pointed out that “strict SEC and IRS
regulatory standards already are in place for stock option grants.” In this
instance, the senators dropped their plan to offer the amendment. Instead, the
budget law signed by the President includes a non-binding Sense of the Senate
Resolution calling for Congressional hearings.
AICPA Position:

The accounting profession believes accounting standards should be set by the
private sector and is unalterably opposed to having them set by the
government. With regard to Congress’s activities concerning FASB’s derivative
and hedging project, the AICPA Board of Directors approved a resolution in
September 1997 supporting FASB as the primary accounting standard setter.
The resolution stated, “We believe it is the private, independent FASB, with
the oversight of the Securities and Exchange Commission (SEC), that is best
positioned to set accounting standards that reflect economic realities in
financial statements and result in the highest degree of investor and creditor
protection in the public interest.” (The resolution also endorsed FASB’s
derivative proposal. The AICPA testified at a FASB hearing in November
1996 in support of requiring the measurement of all derivatives at fair market
value and recording them in the balance sheet as an asset or liability.) The
Institute also wrote to members of Congress to let them know of the AICPA’s
support for FASB.

Jurisdiction:

House Banking. House Commerce. Senate Banking.

AICPA Staff Contacts:

J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205
Elizabeth Fender - Director, Accounting Standards 212/596-6159
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ERISA Audit Requirements
Issue:

Should audit requirements under the Employee Retirement Income Security
Act of 1974 (ERISA) be changed?

Why It's
Im portant to CPAs:

Under ERISA, plan administrators under certain conditions can instruct
independent accountants not to audit assets held by certain government
regulated entities, such as banks. Such audits are known as limited-scope
audits. At present, this authority is exercised in about half of the required
ERISA audits.

Background:

In April 1992, a General Accounting Office (GAO) report was released
recommending several changes in pension plan audits including:
• requiring full-scope audits;
• requiring auditors to report fraud and serious ERISA violations promptly to
the Department of Labor (DOL) if plan administrators do not do so; and
• requiring auditors to participate in a peer review program.
Legislation was introduced in the 102nd, 103rd, and 104th Congresses that
would have implemented recommendations made in the GAO’s 1992 report,
including the repeal of the limited-scope audit. However, strong opposition
from employer groups stalled the bill.
A final attempt was made to repeal limited-scope audits during the final days of
the 104th Congress. Full-scope audit supporters succeeded in having an
amendment to repeal limited-scope audits pass the Senate as part of the Federal
Aviation Administration Reauthorization Act. Opposition from the business
community forced House and Senate conferees to drop the amendment. The
business community argued that full-scope audits would dramatically increase
audit costs. The AICPA strongly disagrees with the business community on
this point and lobbied the conferees to retain the amendment. The Institute
also called on its Federal Key Persons to urge the conferees to keep the
language.

Recent Action:

Three pension reform bills introduced in Congress in 1997 (H.R. 83,
H.R. 2290, and S. 14) contain provisions that would eliminate the limited-scope
audit of employee benefit plans. Additional pension reform bills are likely to
be introduced and to include a provision to eliminate limited-scope audits.
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President Clinton joined the forces to repeal limited-scope audits on March 31,
1997, when, in a public statement about improving pension security, he
stressed the importance of full-scope audits of pension plans. Secretary of
Labor Alexis Herman also emphasized the DOL’s support for the repeal of the
limited-scope audit provision under ERISA when she testified on June 10, 1997,
before the House Subcommittee on Human Resources and Intergovernmental
Relations.
Additional hearings are expected in Congress in 1998.
AICPA Position:

The AICPA, having been an advocate of full-scope audits since 1978, continues
to push for Congress to repeal limited-scope audits. The Institute will likely
testify before Congress in 1998 and again urge that limited-scope audits be
repealed.
The AICPA and DOL jointly produced a video in a collaborative effort to
continue improvement of ERISA audits. The video was distributed to CPA
firms and state CPA societies in 1997.
Last Congress, the Institute supported a broad bill amending ERISA that
included provisions that would have repealed the limited-scope audit.

Jurisdiction:

House Education and the Workforce. Senate Labor and Human Resources.

AICPA Staff Contacts:

J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205
Wendy Frederick - Technical Manager, Professional Standards and
Services 202/434-9211
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Federal Credit Union
Audit Requirements
Issue:

Should external audits of federally insured credit unions be conducted by nonlicensed persons?

Why It's
Im portant to CPAs:

The National Credit Union Administration (NCUA) adopted a final rule,
effective December 31, 1996, that allows non-licensed persons to audit a federal
credit union’s financial information and internal controls. This is in direct
contravention of most state accountancy statutes. The NCUA has asserted
that the Federal Credit Union Act and its rule preempt state accountancy
statutes.

Background:

The Federal Credit Union Act lacks clear objectives and standards for audits
and external auditors. Section 115 of the Act says only that each federal credit
union’s “supervisory committee shall make or cause to be made an annual
audit.” The rule in question would require—in substance, though not in
form—a full audit of financial statements.
In its 1991 report on the safety and soundness of credit unions, the GAO
recommended that “credit unions above a minimum size should be required to
obtain annual independent certified public accountant audits and to make
annual management reports on internal controls and compliance with laws and
regulations.” In April 1993, the NCUA itself proposed requiring certain credit
unions to obtain annual independent audits of their financial statements.
Besides citing the GAO report in the preamble to its proposed rule, the NCUA
said that the requirement was necessary because of the increasing complexity of
credit unions’ financial statements. However, following overwhelmingly
negative reactions from credit unions about the costs of independent audits,
that proposal was abandoned in 1993.

Recent Action:

Rep. Bill McCollum (R-FL), at the AICPA’s request, has introduced H.R. 2552
that would correct the problems created by the NCUA’s final rule. The bill
would require federal credit unions to:
• establish clear audit objectives, including an independent audit of financial
statements and an independent attestation report on management’s assertion
about the effectiveness of internal controls over financial reporting, and
• require that external auditing be performed by only those persons licensed
to practice public accountancy under applicable state statutes.
Certain smaller credit unions with assets under $10 million would be exempted
from the auditing requirements because the costs of implementation would
exceed the benefits to the share insurance fund. However, any other external
auditing performed at those credit unions must still be done in compliance
with applicable state accountancy statutes.
These requirements are similar to those that already apply to federally insured
banks and savings institutions under current law.
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AICPA Position:

The AICPA strongly supports H.R. 2552 and has asked CPAs who serve as
Key Person Contacts for members of the House Banking Committee to urge
their representatives to cosponsor the bill.
The Institute opposes the NCUA’s rule because allowing non-licensed
individuals to perform external audits at federally insured credit unions
threatens the safety and soundness of the National Credit Union Share
Insurance Fund. In addition, the NCUA’s rule will harm the public interest by
legitimizing work that is inadequate, lacks uniformity, and is void of definitive
standards.

Jurisdiction:

House Banking. Senate Banking.

AICPA Staff Contacts:

Brian D. Cooney - Director, Congressional and Political Affairs 202/434-9218
Ian A. MacKay - Director, Professional Standards and Services 202/434-9253
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Pension Reform
Issue:

Do workers get adequate information about the financial condition of their
pension plans from the disclosures required by the Employee Retirement
Income Security Act of 1974 (ERISA)?

Why It's
Im portant to CPAs:

Central to the accounting profession’s mission is ensuring meaningful financial
reporting to help protect the investing public. With this mission in mind, the
AICPA issued a set of proposals aimed at providing greater disclosure of
information so that American workers are adequately informed about one of
their most important investments—their pensions.

Background:

The collapse of large companies in some of America’s major industries has
focused the national media spotlight on how those collapses have affected
workers, and in particular their pensions. Related horror stories of shattered
dreams and reduced circumstances are told. However, despite the media
attention and the personal identification that all workers can feel with those
who have had their pension income cut, many Americans do not know the
condition of their pension or how to find out. Furthermore, if they were to
undertake the task of assessing the financial health of their pension plan, they
would discover some of the critical information necessary to do the analysis is
not routinely provided.
On April 29, 1993, the AICPA called on the U.S. Congress and Department of
Labor (DOL) to adopt its recommendations, which would ensure greater
disclosure to help Americans find out what their pensions will be when they
retire, whether their pensions are fully funded, and whether the government
will pay the promised benefits if the employer cannot. Among the
recommendations are the following:
• Audits of pension plan financial statements by independent CPAs should be
full-scope in nature to make sure all plan investments are audited.
Currently, ERISA requirements permit plan administrators to instruct
independent accountants not to audit assets held in certain government
regulated entities, such as banks. At present, this authority is exercised in
about half of the required ERISA audits. (See page 19.)
• The DOL should enhance and expand the information required in the
Summary Annual Report (SAR) to include such fundamentals as how much
the plan has promised to pay participants, whether the plan is currently
funded to make good on those commitments, and whether plan benefits are
insured by the government’s Pension Benefit Guaranty Corporation
(PBGC). The SAR is the one document required by law to be furnished to
employees annually by most pension plans and does not now contain this
information.
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The AICPA followed up its 1993 effort by issuing an educational brochure for
defined contribution plan participants. Entitled Savingfor a Secure Retirement:
How to Use Your Company's 401(k)Plan, the brochure is designed as a guide for
Americans whose employers offer these plans. The brochure offers step-bystep instructions for workers to calculate how much they need to save today to
ensure a comfortable and secure retirement.
At the end of 1994, Congress passed the GATT world-trade pact; it included a
variety of pension law changes, which helped fund the cost of the trade bill.
Among them are disclosure requirements recommended in 1993 by the AICPA
that will expand the information available to workers and retirees about the
funding of their plans and the limits on the PBGC’s guarantee. Unfortunately,
this law only requires such disclosure to participants in underfunded defined
benefit plans that are insured by the PBGC. Sponsors of fully-funded plans do
not have to comply. Nor do plan sponsors whose plans are not covered by the
PBGC.
Recent Action:

In early November 1997, Congress passed and sent to President Clinton
H.R. 1377, the Savings Are Vital to Everyone’s Retirement Act. President
Clinton signed the bill into law on November 19, 1997.
The purpose of H.R. 1377 is to increase retirement savings by launching a
public education campaign and holding a national retirement savings summit.
The summit is to be held in the summer of 1998 and one of its goals is to
identify barriers to savings and pension programs. The more than 200
participants will include public delegates, members of Congress and
Congressional representatives, executive branch officials, professionals in the
retirement savings and employee benefits fields, state and local government
officials, and representatives of private-sector organizations that are active in
promoting retirement saving.

AICPA Position:

The AICPA is persisting in its campaign to educate workers about their
pensions and will seek to have representatives from the accounting profession
participate in the 1998 retirement savings summit. The Institute also continues
to support broader adoption of its 1993 recommendations by the federal
government either through regulation or legislation.

Jurisdiction:

House Education and the Workforce. Senate Labor and Human Resources.

AICPA Staff Contacts:

J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205
Ian A. MacKay - Director, Professional Standards and Services 202/434-9253
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Year 2000 Problem
Issue:

Should Congress pass legislation to require publicly traded companies to
disclose information about the readiness of their computer systems to handle
problems associated with the Year 2000?

Why It's
Im portant to CPAs:

CPA experts in information technology are helping their clients grapple with
the Year 2000 Problem by developing comprehensive plans to update their
computer systems. Furthermore, there could be implications for auditors of
public companies if Congress should adopt legislation requiring publicly traded
companies to disclose information about the enterprise’s Year 2000 compliance
status.

Background:

The Year 2000 Problem originates from early computer programers using just
two digits to designate the year in order to save valuable space. Unfortunately,
the practice continued even as computer technology advanced. The result
today is that many computer programs will not be able to handle the change
from December 31, 1999, to January 1, 2000. Uncorrected systems are likely
to recognize the year 2000 as 1900; the computer may either make calculations
incorrectly or shut down. Another problem with some computer systems is
that their algorithm for calculating leap years cannot detect that 2000 is a leap
year. These computers also are likely to make incorrect calculations.
Computer systems not corrected to operate when the year 2000 arrives could
create widespread and unpredictable problems. Federal agencies—from Social
Security, the IRS and the Federal Reserve System—and private-sector
enterprises have already begun the massive job of updating their computer
operating systems. However, given the enormous, world-wide disruption
uncorrected systems could cause in the operation of computer systems and in
the regular exchange of information upon which our financial and business
markets and everyday lives depend, Congressional hearings were held in 1997.

Recent Action:

On January 12, 1998, the Securities and Exchange Commission’s (SEC) staff
issued a revised Staff Legal Bulletin No. 5, which provides additional disclosure
guidance so that the potential impact of the Year 2000 Problem on a
company’s operations is more fully disclosed in Management’s Discussion and
Analysis (MD&A) section in 1997 report filings with the SEC. The AICPA,
concerned that the investing public may not receive important information
about the Year 2000 Problem, urged the SEC to make such guidance available
in a December 9, 1997, letter to SEC Chairman Arthur A. Levitt, Jr. and SEC
Commissioner Isaac C. Hunt, Jr. In its letter, the AICPA outlined a set of
principles that would best ensure adequate information being available to
investors. In a January 12 press release, the Institute praised the SEC staff for
its quick response to the AICPA’s request for additional guidance.
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Disclosure about Year 2000 preparedness also is a key concern in Congress.
Senator Robert Bennett (R-UT) introduced S. 1518 on November 10, 1997.
S. 1518 would require publicly traded corporations to make specific disclosures
in their initial offering statements and quarterly reports regarding the ability of
their computer systems to operate after December 31, 1999.
AICPA Position:

The AICPA has not taken a position on S. 1518. However, as evidenced by
the Institute’s letter to SEC Chairman Levitt and Commissioner Hunt, the
AICPA believes it is important for substantially all companies to disclose their
assessments of the impact of the Year 2000 Issue, as well as their action plans
and the resources dedicated to correct the problem.
The Institute is meeting head-on the challenges posed by the Year 2000
Problem in other ways, too. On October 31, 1997, the AICPA issued The Year
2000 Issue—Current Accounting and Auditing Guidance, which was prepared by
the Institute’s Year 2000 Task Force. The purpose of the publication is to help
an SEC registrant deal with the Year 2000 disclosure issue and account for Year
2000 costs. Furthermore, by June 1998, the Audit Issues Task Force of the
AICPA’s Auditing Standards Board expects to issue guidance on the
application to the Year 2000 Problem of Statement on Auditing Standards
(SAS) No. 59, The Auditor's Consideration o f an Entity's Ability to Continue as a
Going Concern.

Jurisdiction:

House Banking. Senate Banking.

AICPA Staff Contacts:

Alan W. Anderson, Senior Vice-President, Technical Standards 212/596-6144
J. Thomas Higginbotham, Vice President, Congressional and Political Affairs
202/434-9205
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Application of Wage and Hour Laws
to Professional Employees
issue:

Should the 1938 Fair Labor Standards Act (FLSA) be re-written, without
jeopardizing workers’ protection, to reflect the realities of the contemporary
family/workplace environment?

Why It's
Im portant to CPAs:

How the FLSA is interpreted by the Department of Labor (DOL) is important
to CPAs because it impacts the management of their practice, as well as how
many of their clients conduct their businesses. Accountants and certain of
their employees are “exempt” from the FLSA under the Act’s professional
exemption provision but do not have a specific exemption such as lawyers,
doctors, or teachers. “Junior-level” accountants and CPAs early in their careers,
depending on the work they actually perform, may, in some cases, be
considered by the federal government, under highly complex and confusing
FLSA regulations and conflicting court cases, to be hourly employees.
Removal of the professional exemption entitles those employees to seek
compensation for all the “overtime” worked during the past two years.

Background:

The FLSA was enacted by Congress in 1938 to protect hourly employees;
under the FLSA, employers are required to pay a minimum wage per hour and
also to pay overtime for any hours over 40 worked in a pay period, unless they
are exempt. Exempted from the law by Congress were executive,
administrative, and professional employees. However, recent interpretations
of the regulations implementing the FLSA by DOL personnel and the courts
have eroded the exemption for professionals. Courts have held that pay
docking for salaried professionals violates the FLSA, even though many
employees view as a benefit the ability to take unpaid leave to meet family
obligations.
Republican leaders in the last Congress started a push to amend the FLSA so
that hourly, private-sector employees could choose between overtime pay and
extra time off when they work more than 40 hours in a given week; federal
government employees already have this option. Last Congress’s House-passed
bill stalled in the face of President Clinton’s threatened veto and labor’s
opposition. The opposition stemmed from fears that employees’ rights would
be undercut and that employers would coerce employees into taking paid time
off (compensatory “comp” time) instead of cash. Heavy workloads, in turn,
then would make it hard for workers to use the time off they’ve “banked.”

Recent Action:

GOP Congressional leaders this Congress targeted FLSA reform as a top
priority. In the House, H.R. 1 passed on a mostly party-line vote on March 19,
1997. It is similar to the bill the House passed last Congress. It allows private
sector, hourly employees to choose comp time through written agreements
with their employers.
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H.R. 1 includes the following employee protections: 1) Employers must pay
cash wages for any unused accrued time at year’s end; 2) Employers who coerce
employees into choosing comp time instead of overtime wages are liable to the
employee for double damages; 3) Employees can withdraw from a comp time
arrangement at any time and can request cash payment for accrued, unused
comp time at any time; and 4) All enforcement remedies apply to an employer
failing to pay wages for accrued comp time or refusing to allow an employee to
use accrued comp time.
In the Senate, on June 4, 1997, Democrats and a handful of Republicans
opposed to the Senate’s comp time bill (S. 4) blocked further action on the
measure. Party leaders remain deadlocked, with opponents continuing to
argue, much as they did in the last Congress, that the bills would put workers
at a serious disadvantage. President Clinton has again threatened to veto such
legislation, unless it sufficiently protects employees from employer coercion. It
is unlikely that the comp time bills, in their current form, will pass.
AICPA Position:

The AICPA supports the comp time bills, although they are primarily aimed at
hourly “nonexempt” workers. (CPAs are generally classified under
Department of Labor rules as “exempt” professionals.) The AICPA strongly
endorses the Senate bill because it addresses the partial-day leave problem for
professionals. Unfortunately, Congressional leaders have chosen to limit the
scope of the bills to help ensure their passage, thereby precluding broader
changes supported by the AICPA and others from being part of H.R. 1 and
S. 4. However, the AICPA and a wide cross-section of companies, professional
groups, and associations continue to seek alternative ways to update the FLSA
so that is helps further the goal of workplace flexibility for both employees and
employers.

Jurisdiction:

House Education and the Workforce. Senate Labor and Human Resources.

AICPA Staff Contacts:

J. Thomas Higginbotham - Vice President, Congressional and Political Affairs
202/434-9205
Lisa M. Dinackus - Manager, Congressional and Political Affairs 202/434-9276
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National Commission
on Retirement Policy
Why Created:

The National Commission on Retirement Policy was formed in 1997 by the
Center for Strategic and International Studies (CSIS).
“The product of the Commission’s efforts will be a legislative blueprint for a
national retirement policy that will enable the United States to meet the fiscal
challenges of the 21st century,” according to CSIS. The Commission will hold
a series of public forums, roundtable discussions and hearings to educate the
public about the urgency of solving the problems that the country must
surmount in order to ensure a secure retirement for workers who will retire
after the year 2000.

Social Security
Advisory Council
Report Issued:

The formation of the National Commission on Retirement Policy followed the
release of a study on January 6, 1997, by the Advisory Council on Social
Security, which was appointed by Secretary of Health and Human Services
Donna E. Shalala. The report is a result of more than two years of study about
how the Social Security system should be funded in order to guarantee benefits
for retiring baby boomers. The current pay-as-you-go system will not be able
to support the retired baby boom generation. In 1955, 8.6 workers supported
every Social Security recipient; in 1995, there were 3.3 workers for each Social
Security recipient and by 2040 there will be only two. In an effort to provide
better returns than are presently received from the investment of the monies in
U.S. Treasury securities, the report by the Social Security Advisory Council
includes three competing recommendations, all of which would invest some
portion of funds in the stock market. The fact that the members of the
Advisory Council could not agree on a single recommendation reflects the lack
of public consensus on this issue and signals a heated debate ahead.
CSIS cites, with supporting evidence, the following as “economic time bombs”
that threaten the security of Americans’ retirement:
• America’s population is aging—By 2040, 25% of all Americans will be age
65 or older. The increasing longevity of Americans and a declining
birthrate, which means a smaller workforce, will squeeze federal
entitlement programs, such as Social Security, for the elderly.
• Too many benefits have been promised—Entitlement programs’ bite out of
the national budget is growing and now accounts for nearly half of federal
outlays. U.S. government projections show that entitlements, plus interest
on the national debt, will exceed all government revenues by 2030, if the
current rate of federal spending continues.
• Our savings rate is too low—Americans need to save more to fund their
retirement. The U.S. savings rate is down from 11.3% in 1965 to 2.7% in
1993.
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Purpose:

The Commission formed by CSIS will look beyond the problems posed by the
structure of the Social Security system to the “overall magnitude of the
challenges to retirement security,” CSIS stated. “We enter this debate,” CSIS
said, “with no preconceived notions as to an outcome of the Commission’s
recommendations. While some policy makers and entities bring parochial
views and narrow objectives to this debate, CSIS will look at the future of
retirement in its totality. Others limit their study to remedies for Social
Security’s insolvency, how tax reform might bolster savings, or other related
issues. The CSIS approach is panoramic, inclusive and aimed at policy impact,”
it stated.

Action:

At the same time that the Commission on Retirement Policy is examining
America’s looming retirement crisis, Congress also is holding hearings. The
House Ways and Means Subcommittee on Social Security in 1997 held a series
of hearings on “The Future of Social Security for This Generation and the
Next.” The hearings have explored the findings in the report issued by the
Advisory Council on Social Security, other countries’ programs, and the views
of Americans about Social Security, its funding, and what changes are necessary
to fix Social Security.
Several bills also have been introduced in Congress to reform Social Security.
The bills are expected to help stimulate the public debate on Social Security;
they are not expected to be passed by this Congress. However, President
Clinton’s recent call for a strategy to reform the Social Security system adds
new impetus to the debate and ensures that it will be a high-profile issue for the
remainder of this Congress.
An AICPA task force has started working to produce a study of Social Security
similar to the study issued in 1996 by the Institute on alternative tax systems.

Structure:

The Commission is co-chaired by four members of Congress and two private
sector representatives. Sixteen other business leaders and public policy experts
are members of the Commission, including AICPA member David M. Walker.
The four members of Congress who are co-chairs are Senators Judd Gregg
(R-NH) and John Breaux (D-LA) and Congressmen Jim Kolbe (R-AZ) and
Charles W. Stenholm (R-TX); the two private sector co-chairs are Donald B.
Marron, chairman and CEO, Paine Webber Group, Inc., and Dr. Charles A.
Sanders, retired chairman and CEO, Glaxo, Inc.

AICPA Staff Contacts:

Gerald W. Padwe - Vice President, Taxation 202/434-9226
Edward S. Karl - Director, Taxation 202/434-9228
Carol B. Ferguson - Technical Manager, Taxation 202/434-9243
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Comptroller General Vacancy
The position of Comptroller General of the United States currently is vacant.
This is the top position at the General Accounting Office (GAO), which is
Congress’s investigative arm.
Several CPAs are among the candidates being considered by Congress to fill the
Comptroller slot. The AICPA advocates naming a CPA with strong
management skills to the position, which was previously filled by Charles A.
Bowsher, who is a CPA.
Congress will recommend at least three individuals to President Clinton from
among which he will make his nomination. The nominee must be confirmed
by a vote of the full Senate.

Selected Other Issues
Some of the other legislative, regulatory, and tax issues that the AICPA is
monitoring include:
Tax Issues
• Taxation of electronic commerce
• Limited Liability Company regulatory consistency
• Tax options for revenue enhancement
Auditing and Accounting Issues
• GAAP/RAP issues
• Single Audit Act Amendments of 1996 implementation by U.S. Office of
Management and Budget
• Federal program audit guides
Professional/Human Resource Issues
• Tax incentives for the creation of affordable, quality child care options
• Minority education incentives

If you would like additional details on any of these issues, please contact our
office.
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AICPA Profile
History:

The American Institute of Certified Public Accountants (AICPA) was founded
in 1887. Its creation marked the emergence of accountancy as a profession,
distinguished by its rigorous educational requirements, high professional
standards, strict code of professional ethics, licensing status, and commitment
to serving the public interest.
The AICPA is the national professional association for all certified public
accountants in the United States. Members are CPAs from every state and
territory of the United States, and the District of Columbia. Currently, there
are more than 331,000 members. Approximately 45 percent of those members
are in public practice, and the other 55 percent include members working in
industry, education, government, and other categories.

Mission and
Objectives:

The mission of the AICPA is to provide members with the resources,
information, and leadership that enable them to provide valuable services in
the highest professional manner to benefit the public as well as employers and
clients. In fulfilling its mission, the AICPA works with state CPA
organizations and gives priority to those areas where public reliance on CPA
skills is most significant. The AICPA engages in the following activities to
achieve its mission:
• Advocacy—Serves as the national representative of CPAs before
governments, regulatory bodies and other organizations in protecting and
promoting members’ interests.
•

Certification and Licensing—Seeks the highest possible level of uniform
certification and licensing standards and promotes and protects the CPA
designation.

•

Communications—Promotes public awareness and confidence in the
integrity, objectivity, competence and professionalism of CPAs and
monitors the needs and views of CPAs.

• Recruiting and Education—Encourages highly qualified individuals to
become CPAs and supports the development of outstanding academic
programs.
• Standards and Performance—Establishes professional standards; assists
members in continually improving their professional conduct, performance,
and expertise; and monitors such performance to enforce current standards
and requirements.

Visit our web site at www.aicpa.org

AICPA
The CPA. Never Underestimate The Value.

1531-410

